THE NATIONAL 


INCOME TAX 


June, 1923 


MAGAZINE 


Vol. I, No. 5 


IN THIS ISSUE 


Legal and Accounting 


PAGE 
The Organization of the Federal Income Tax Unit............ By Georce Maurice Morris 7 
Property vs. Income as a Basis for State Taxation.................-. By Reusen D. Cann 11 
Taxable Income From Building and Loan Association Stock............. By Paut G. Busey 15 
Classification of Incomes Offered as Remedy to Equalize Tax Burden..... By WixiiamM Harp 18 
U. S. Chamber of Commerce Favors New Court of Tax Appeals................-00005: 20 

Banking and Investment : 

Pea Vik Fe is 8d os Se honk kd cu se ote eeu eee tees oe ds 21 
New York Levies Retroactive Tax on Banks and Moneyed Capital.................00+000: 21 
Samoan te Vice ant Cee ie We 6S oi ooo tine oie owe oe SBE Rode vee e cone 23 
Taxability of Dividends From Holding Compan‘es in Doubt... ..... 08... . 2 eee eee eee eee 30 

State Income Taxation 
Wisconsin Tax Commission Limits Publicity of Tax Returns.............. 000 ee eee eee eeee 20 
Seats ft Ack Ein BE Gas kno s oe SS. 2s os dc oie > RTE E Ns oo 6 s's's os 21 
Sercumne ‘Tink Pais Gh PONE... bs uci ai how Ss ee sx so ig ae te Es 0 co ores 23 
South Caroline Impose Tax om Goons Beseeets..... 5. 5 ick da co < weed opel oc co eces 26 

Tan Bovuts at Wage sis 3b a ec ee nc bee + Re es Bs ES « oc oces 19 

Editevial Rec aiik ees ei 6h 6464 CORE whan + 0 84 Ree Os | la Es 50 00 880s 24 

Press Vistes on Tio dc oo <8 Gees + Sv bs + + ee CE Os 0 0 oer ewe 31 

Directory of Lawyers Engaged in Be i Micitlie 5 te ee ec; - Sao ass «205 050 27 

Directory of Accountants Engaged in Federal Tax Practice... ....... 000. c cece eee e cece eecees 28 

Iudes to Previnge Sais 65 5c6 si. GAO RA 6 Ee TORRE PRE + « SURE BRAEG + 0 oc cee 32 

Save All Copies. A Cumulative Index to Previous Issues Is Published. 
Editor Cir. Mgr. 
ERIC G. AES = Published Monthly by ta — 
— COMMERCE CLEARING HOUSE aed 
Asst. Editor Illinois Merchants Bank Bldg. Adv. Mgr. 
ALBERT BOWERS Chicago H. W. CHALLENGER 
Washington Chicago 


This magazine is published to promote sound thought 
in economic, legal and accounting principles relating to all 
federal taxes and state income taxes. To this end it will 
contain signed articles on tax subjects of current interest, 
news items and reports, digests of addresses, books, maga- 
zine articles and pamphlets, together with editors’ com- 


SUBSCRIPTION Prick, $3.00 PER YEAR. 


ments. The editorial policy is to allow frank discussion on 
all federal taxes and state income taxes. On this basis 
contributions are invited. The editors will exercise care 
in checking on the accuracy of data printed, but in all 
other respects are not responsible for the contents of the 
articles or for the opinions of which expression is allowed. 


SINGLE Coptgs, 35 CENrTs. 








©vU.&U. 


MR. E. W. CHATTERTON 


Deputy Commissioner of Internal Revenue 


Mr. Chatterton is in immediate charge of the Income Tax Unit, an 
organization with a personnel of about 5,500. The nature of the respon- 


sibilities of the Deputy Commissioner are explained in an article by 
Mr. George Maurice Morris in this issue. 














June, 1923 THE NATIONAL INCOME TAX MAGAZINE 













1924 


Income Tax Booklets and Services for Bank 
and Investment House Customers 

















1924 | | 
UNITED STATES INCOME | 











More than | AND C. C. H. 
TWO ' | v. Booklets 
MILLION’ | | WAR TAX GUIDE Interpret The 








































.. <8 Tax 
Booklets Laws 
on in The Light 
Income of All 
Taxes Regulations 
Have Been Issued 
Distributed During The 
By The | Course of 
Nation’s ree The Year 
Banks a All 
and Difficult 
Investment Points are 
Houses Illustrated 


~*~ Pg 


WE HAVE A CUSTOMER SERVICE THAT WILL FIT YOUR NEEDS 


SEND THe COUPON TODAY 









Write us about any or all of these booklets or calendars: Commerce Clearing House, 


‘ Illinois Merchants Bank Bldg., Chicago. 
U.S. 8 d War Tax Guide for 1924. g- & 
O sae ai eee ete tes 67 Wall Street, New York. 
[_] Everyman’s Income Taxes for 1924. Gentlemen : 
[_] Everyman’s with Bookkeeping Records. We are interested in your 1924 tax publications for 


: distribution to our customers. Give us more details. 
[[] Everyfarmer’s Income Taxes. 


[-] 1924 Income Tax Calendars for Bank Customers. 


THE NATIONAL INCOME TAX MAGAZINE June, 1923 


GIRALDIN-KLAUS & CO. 


Engineers and Accountants 
1036-42 Arcade Bldg. 


St. Louis 


Audits 
Systems 
Tax Service 











THE NATIONAL 


INCOME TAX 


MAGAZINE 


JUNE, 1923 


VoLumE | 





NuMBER 5 


The Organization of the Federal 
Income Tax Unit 


By GerorGE MAurRIcE Morris 


HILE most of those who have dealt 

with the Income Tax Unit are gener- 

ally familiar with the scope of that 
office’s operations, the extensive variety of its 
functions is hardly capable of appreciation 
through a casual examination of the familiar 
chart of organization accompanying this ar- 
ticle without a brief explanation of the juris- 
diction of the various divisions and sections 
appearing on the diagram. It may serve some- 
what also to improve the patience of the tax- 
payer and the tax practitioner, not in daily 
contact with the Unit, if he is given a more 
comprehensive idea of the vast administrative 
organization which is necessary to cope with 
the task of properly determining the income 
and excess profits tax liability of the growing 
millions of American taxpayers. 

Though it is only one of the six great divi- 
sions of the Bureau of Internal Revenue, the 
Income Tax Unit is quite a sizable institution 
in itself, involving one of the greatest admin- 
istrative undertakings in the Federal govern- 
ment. At the present time there are in Wash- 
ington about 5500 operatives in the Unit, of 
whom approximately 3000 are technically 
trained men and women, while 2500 more 
serve in a clerical capacity. Keeping up the 


efficiency of this personnel would be a job 
itself but when there are added to these up- 
wards of 3100 men and women “‘in the field,” 
the responsibilities of Deputy Commissioner 
E. W. Chatterton, the head of the Income Tax 


Unit, and J. G. Bright, assistant deputy com- 
missioner, acquire a greater emphasis in one’s 
imagination. 

This great institution is required to handle 
what has proved to be an annually increasing 
number of returns. For instance, the last pub- 





HE Bureau of Internal Revenue 

is subjected to much unwarranted 
criticism that probably would not or- 
dinarily be voiced if there were a 
clearer understanding of the operation 
of the gigantic organization necessary 
to properly administer the income tax 


law. In this article Mr. Morris pre- 
sents an authentic exposition of the or- 
ganization and functions of the division 
of the Bureau of Internal Revenue 
known as the Income Tax Unit. 





lished count of the individual returns filed 
was for the year 1921. For that calendar year 
7,259,944 individual returns were filed as com- 
pared with 5,332,860 individual returns filed 
for the year 1919. Corporation returns have 
grown steadily in number also and it is prob- 
able that for the taxable year 1922, approx- 
a 400,000 corporation returns will be 

led. 

In conducting the work of the Income Tax 
Unit, Deputy Commissioner Chatterton has 
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three offices which may be listed as possessing 
“staff” functions as distinguished from “line” 
functions. The first of these groups acting in 
a “staff” capacity is the Rules and Regulations 
Section (IT:E:RR)*. This Section was once 
part of the old Review Division, but since the 
abolition of that body, now reports directly to 
the Deputy Commissioner’s office. Rules and 
Regulations prepares interpretations of the in- 
come and excess profits tax laws and the regu- 
lations issued thereunder for the inquiring tax- 
payer; originates regulations for the adminis- 
tration of the law; and prepares the Internal 
Revenue Bulletins so far as these relate to the 
income and profits taxes. Among its other 
functions, it exercises the often quite import- 
ant one of passing upon requests for extension 
of the time within which the taxpayer must 
make return. Formerly questions on the inter- 
pretation of the law and regulations on ques- 
tions pending in the audit divisions of the 
Unit some times got to this section for advice, 
but this practice has now been terminated. 


The two other offices reporting directly to 
the Deputy Commissioner as shown on the 
chart, are those of the Production Manager 
(IT:E:PM) and of the Supervisor of Claims 
(IT:E:SC). Itis the office of the Production 
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Manager which has been the steam in the en- 
gine for the recently completed drive on the 
audit of returns covering the year 1917. It 
is his office, too, which requires the inventories 
of cases on hand at any given time as a check 
on progress, records and analyzes factors in- 
fluencing production and devotes itself to 
speeding up the processes through which the 
returns and assessments arising from them 
have to pass. The Production Manager’s 
staff is now directing the campaign, steadily 
growing in intensity, upon the 1918 cases. The 
office of the Supervisor of Claims performs 
the same general functions with regard to 
claims and certificates of over-assessment. 
The “line” organization of the Income Tax 
Unit is divided into eight divisions. Five of 
these have to do with the auditing of returns 
and claims and the remainder with the carry- 
ing on of the general business of the Unit. 


The Staff Division 


The Staff Division (IT :S), with which the 
taxpayer and his representatives have no di- 
rect contact, is concerned with the employ- 
ment, promotion, rating, welfare, etc., of the 
Unit's personnel through the Personnel Sec- 
tion (IT:S:P1) and the training of these in- 


| a | 





yew Che me 
SPEC a rE. 
ASSIGNMENT nas ' a ai 
= is OS rie ear 
SETCIAL 


Com 
tier 








rns 


the 
di- 
loy- 
the 
3ec- 
- in- 


June, 1923 


dividuals in the Training Section (IT :S:Tn). 
The steady flow of new employees required 
by the Unit in its ever growing work makes 
the training of these recruits a task that has 
led to the establishing of “The Income Tax 
University,” the title with which the school 
conducted by the Staff Division has been 
dubbed. The intensive course in this school 
is only a preliminary to the continuous train- 
ing which the employee receives while he is in 
the unit. This ground work must be thorough 
because the individual employee who is per- 
forming more than merely clerical work is 
not only required to keep up with the changes 
in the laws, the regulations, the court deci- 
sions, and those rulings made by the Unit, the 
Solicitor and the Committee on Appeals and 
Review, which are published for public guid- 
ance, but there is a flood of non-published rul- 
ings, office orders, field orders, and general 
instructions with which he must keep abreast. 


As nearly all payers of tax of any amount now; 


secure counsel familiar with the law and regu- 
lations, substantial errors against the interest 
of the taxpayer are likely to be caught, but the 
Government must rely upon its own checking 
system to catch errors against the Government’s 
interest. Inasmuch as the detecting of such 
errors depends in the last analysis upon indi- 
viduals who have no other interest in a return 
than seeing that the law is properly applied, 
the importance of selecting and training these 
operatives well is easily gauged. 


The Staff Division is not the least to de- 
serve the credit due for cutting down the tre- 
mendous labor turn-over with which the Unit 
was at one time confronted. As late as 1920 
over 50 per cent of the Unit’s employees were 


resigning or being discharged annually. For 


1922 this figure had been reduced to 25% and 
for that year those resigning from the service 
showed an average of over 2 years employ- 
ment. This is good evidence of the fact that 
employees are better satisfied and better 
trained. Work is more efficiently performed 
and those individuals who leave the Govern- 
ment to engage in tax practice should be car- 
rying an increasingly better equipment to their 
prospective clients. 


The Administration Division (IT :Ad), has 
the task of keeping the machinery in motion. 
Its province is to relieve the auditing and tech- 
nical divisions as far as possible of all purely 
clerical and operating duties. Here we find 
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the expected sections for handling the routine 
of any largé organization, i. e. Stenographic 
(IT:Ad:SS), Duplicating (IT:Ad:Du), 
Mail (IT:Ad:M), Orders and Codes (IT: 
Ad:OC) and Building Equipment and Sup- 
ply (IT:Ad:BES). 


The Sorting Section (IT:Ad:S) receives 
all information and withholding returns as 
they come in from the sixty-five collection dis- 
tricts, and allocates these returns for use in the 
audit of personal returns. It receives all alien 
certificates indicating residence and examines 
all partnership and fiduciary returns. Many 
an additional assessment finds tis genesis in this 
office where the failure of a taxpayer to report 
some forgotten income is first checked and 
noted. The Proving Section (IT:Ad:P) 
verifies taxes disclosed by returns with assess- 
ment list; makes all original and additional 
assessments; checks the allowances on abate- 
ment, refund and credit claims; receives and 
reports on the offers in compromise. 


Records Subdivision 


The Records Subdivision (IT:Aa:R) 
through its Distribution Section (IT:Ad:R: 
D) controls the supply of work to audit sec- 
tions, receives and sorts by form, year and 
collection district, returns, revenue agents’ re- 
ports, correspondence, etc. The Correspon- 
dence Section (ITAd:R:C) has custody of 
correspondence files, closed agents reports, 
1917 individual returns and all returns for 
prior years. The Registration Section (IT: 
Ad:R:R:) receives and codes returns for fil- 
ing and ‘prepares “control” cards for all re- 
turns. 


In the Claims Control Section (IT :Ad:R: 
CC) and Unaudited Returns Section (IT: 
Ad:R:UR) there is kept a brief of the life 
history of every claim. Here are sorted and 
controlled all claims and related papers. It 
is to these offices that the searcher for un- 
located files goes to get oriented. The Claims 
Control Section also adjusts 25% penalty 
claims and is now engaged in a strenuous effort 
to catch up with the interest allowances pro- 
vided for by Section 1324(a) of the 1921 Act. 


With regard to the location of cases reterred 
to, taxpayers frequently express surprise over 
the fact that all papers in a case are not imme- 
diately discoverable. When human fallibili- 
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ties, however, are added to the mechanical dif- 
ficulty of keeping a perfect record of 25,000,- 
000 returns, thousands of which are possibly 
actually “on the move” at any given instant, 
the undertaking of achieving quick and exact 
location gives one pause. Not only may: a 
given file circulate through the six widely 
separated buildings in which the Unit is lo- 
cated in Washington, but it may pass to the 
Committee on Appeals and Review, to the 
Solicitor of the Bureau of Internal Revenue, 
to the Commissioner himself, or a part of the 
file even may be sent to an agent in charge in 
the field. It is not so much a subject of 
wonder that the Administration Division takes 
a day or two to locate files, but quite surprising 
that it does not more regularly require a week 
or two. When the taxpayer or his represen- 
tative, as is frequently the case, furnishes an 
incompleted or inaccurate description of the 
matter in which he is interested, the chances 
of delay are multiplied. 


Statistical Division 


The Statistical Division (IT :St) is of little 
apparent consequence to the taxpayer because 
neither he nor the tax practitioner comes into 
direct contact with its personnel. However, 


the output of this Division has an effect upon 
all of us that touches not perhaps our imme- 
diate case, but profoundly affects the decision 
of Secretary Mellon as to what alterations 


shall be recommended in the tax laws. Here 
is carried on the preparation of the various 
tables that show the results in dollars of dif- 
ferent passages of the laws and here are deter- 
mined the statistical consequences of every 
policy expressed in the law and regulations. 
From its immediate consequence to many tax- 
payers the Research Section (IT:ST:R) 
should be noted as the office which selects re- 
turns of representative taxpayers for use in the 
administration of Section 210 of the Revenue 
Act of 1917 and Sections 327 and 328 of the 
1918 and 1921 Acts. The functions of the 
other sections of this division are explained 
largely by their titles, i. e. Edit & Code 
(IT :St: EC), Card Punch (IT :St:CP), Spe- 
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cial Tables (IT :St: ST), Tabulation and Sort 
(IT :St:TS) Comptometer (IT:St:C). 


The Personal Audit Division (IT:PA) is 
divided into eight sections. Section | to 5, in- 
clusive, represent a simple distribution of the 
volume of individual returns and are engaged 
with auditing returns which have not been 
audited in the field. Section 6 performs a 
similar function for fiduciaries and partner- 
ships. The Field Review Section (IT:PA: 
FR), however, passes on the reports of the 
field auditors who have investigated at the 
source the individual, partnership and fiduci- 
ary returns, and does not function until those 
reports have been sent to it by the Field Re- 
ports Control Section of the Field Division. 
The Review Section (IT:PA:R) passes in 
final review of the determination of the other 
sections. 


The Review Section, just mentioned, is one 
of the remnants of the Old Review Division. 
Before the last important reorganization of 
the Unit’s mechanism the Review Division 
was the neck of the bottle through which all 
of the audits and determinations of the other 
auditing divisions passed. It was created on 
the theory that one reviewing office would 
give a greater uniformity to decisions. How- 
ever, as a result of a close study by the Tax 
Simplification Board, working with the Unit 
and Bureau chiefs, this Review Division was 
split up, with the result that each audit divi- 
sion now Carries its own review section. It is 
the concensus of opinion that this was a wise 
move as it has resulted in the elimination of 
many delays and congestions which were at- 
tributable in part to the necessity of transfer- 
ing the entire record from one organization 
to an entirely different one. At present if there 
is any question in the mind of the reviewing 
staff, as to the correctness of the decision of 
the audit section, the individual who made 
the first finding is, so to speak, at the elbow 
of the reviewer. Explanations are more sim- 
ply and informally made with a resulting 
speeding up of the work. 


(Concluded in the July issue) 











Property vs. Income as a Basis for 
State Taxation. 


By REUBEN D. CAHN 


telligent ‘citizenship are two requisites 

for an economical management of public 
affairs. ‘Taxes have thus a twofold relation- 
ship to good government. It is through the 
public schools supported by taxation that a 
considerable part of our intelligence is devel- 
oped, on the one hand, and on the other hand, 
the obligation to pay taxes.creates in the tax- 
payer an interest to see that a wise expenditure 
of the funds is made. 


\ N AROUSED public interest, and an in- 


Seven million people paid an income tax to 
the Federal government in 1920. The exist- 
ence of this large number of people who are 
called upon to pay funds into the public treas- 
ury undoubtedly has a restraining influence 
upon the appropriations. Seven million is a 
large number of people, but even so it is only 
6 per cent of the entire population of the coun- 
try. Moreover, the number is only a minor 
percentage of the voting population. We thus 
have the situation of 26,000,000 people voting 
for representatives who spend the money that 
is contributed by only 7,000,000 taxpayers. 
From this the conclusion to be drawn is not 
that a tax receipt should be presented in ask- 
ing for a ballot, but that it would seem desir- 
able to reduce the exemptions down to the 
minimum of subsistence, so that all self-sup- 
porting persons would have a personal and 
contributing interest to see that public moneys 
are wisely expended. 


The same method of arousing a larger in- 
terest in government through spreading the 
burdens to cover the entire citizenship applies 
the stronger to the local governments, the 
state, county and municipality. The condi- 


tion of the highways, and the efficiency of a 
police force, the street cleaners or fire depart- 
ment are matters that the individual informs 


With a live 


himself about without effort. 


newspaper and political rivalry, other facts 
not so patent come to the attention of the voter. 
If the voter were also a taxpayer, the admin- 
istration which wastes funds and furnishes 
poor service would not remain long in power. 

The extension of the privilege of paying 
taxes to the entire electorate might have a good 
effect upon the extension of public activity. 
The field of government seems to be constantly 
widening. ‘Twenty-five years ago, the sugges- 
tion of appropriating funds for the operation 


Trees application of the general 
property tax, especially in the 
states that are not predominately in- 
dustrial, has become a matter of grave 


concern. Mr. Cahn, who is a statisti- 
cian and tax student, in this article 
sheds some interesting light upon the 
abortive operation of the property tax 
in Illinois. 





of free employment offices was the occasion of 
heated controversy. In the Illinois legisla- 
ture, it was declared that it was no more the 
part of the State to furnish employment to the 
unemployed than “to give beds to the home- 
less, baths to the unclean or clothes to the 
naked.” ‘Today free employment offices are 
operated in every state either by the Federal 
government, or by states or cities. 


Decision as to what constitutes a public pur- 
pose would receive more thoughtful consid- 
eration if the voter helped to pay the bill. In 
Illinois, at the 1921 session of the legislature, 
it was proposed that a law be passed establish- 
ing municipal operation of the car lines at a 
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round nickle, the deficits, if any, each year to 
be met out of taxation. This proposition of 
supplying local transportation partly at pub- 
lic expense was given considerable support, 
and might have been approved at the succeed- 
ing legislative session were it not for a politi- 
cal upheaval. Would such a result have been 
possible if every -voter felt the deficits in his 
tax bill? 


The question of what constitutes proper 
methods for raising funds for the ever grow- 
ing list of public purposes continues to be an 
important one. Who is to pay the bill? The 
doctrine about the distribution of the expenses 
under our form of government is that indi- 
viduals should contribute to government sup- 
port, in much the same way that the resident 
of the parish is supposed to contribute to the 
support of the church. The subscriptions are 
not equal, nor according to the benefits that 
the members receive, but in proportion to the 
abilities of the members to contribute. 


Taxes Not Optional 


In the state, however, unlike the church, it 
cannot be left to the individual to decide for 
himself how much he shall give. Optional 
taxpaying would presuppose such a degree of 
patriotism that is not to be found among the 
members of society in general, and some meas- 
ure had to be adopted for determining quanti- 
tatively the ability of each person to pay. 
What was a more obvious test than property? 
When the country was young and towns were 
small, the tax gatherer could know pretty well 
how well fixed each person was. The posses- 
sions of a man, moreover, were largely of the 
nature of real estate, and such forms of per- 
sonal property as cattle, wagons, horses and a 
few stocks of merchandise. Property was 
tangible and visible, and the tax assessor could 
pass around among the residents of the com- 
munity and see how much each had. Prop- 
erty being fairly homogeneous in character, 
its value pretty well represented the abilities 
to pay. 


But the general property tax which was a 
pretty satisfactory means for distributing the 
costs of government in the early days, fails 
utterly today as an equitable basis. In what 
follows, will be shown how the general prop- 


_ erty tax has fallen down in Illinois as a typical 
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state, and what results have been obtained 
from attempts to remedy it. 


From 1873 to 1921 was a period in our eco- 
nomic history, that was marked by the great 
development of new forms of personal prop- 
erty. During that half century, production 
came to be carried on in large scale. Large 
corporations came into being as the dominant 
form of organization in many lines, and 
tremendous amounts of stocks and bonds were 
issued. Jt was a period during which the 
value of manufactures of Illinois was ex- 
panding more than twenty-five fold. It wasa 
span of years in which the invested capital in 
manufacturing industries was increasing from 
$94,000,000 to $3,366,000,000. Since prop- 
erty is taken as a measure of ability to pay 
taxes, it might be assumed that with the in- 
crease in the importance of capital and the 
volume of securities which represented it, that 
the share of the taxes borne by the owners of 
personal property would increase, and the bur- 
den upon real estate would relatively decline. 
But the figures reveal a result quite the con- 
trary. The official reports of the State Board 
of Equalization and of the State Tax Com- 
mission show the following percentages of real 
estate to the total property valuation for the 
two years: 1873, 67.69; 1921, 69.15. 


The general property tax was chiefly a tax 
upon real estate when the form of property 
was chiefly real estate, and the tax has re- 
mained a tax on real estate notwithstanding 
the great development of new forms of prop- 
erty. 


No exact figures as to the amount of intang1- 
bles in the state are available, but indirectly it 
is possible to estimate the amounts of several 
of the intangible items. The U. S. Bureau of 
Census reports that the capital of manufactur- 
ing concerns alone in the state was in excess 
of 3 billions of dollars in 1920. The stocks 
and bonds representing this capital were 
doubtless in part held in other states, but off- 
setting the amounts held by citizens of other 
states, are the amounts of stocks and bonds of 
other states held by citizens of this State, and 
the stocks and bonds of corporations other than 
manufacturing. It may be assumed that 3 
billions is a low estimate of the amount of 
stocks and bonds held in this State and subject 
to taxation. However, the total amount that 
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appears on the tax books is $14,569,150. It 
appears that less than % of one per cent of all 
stocks and bonds in the state are assessed. 


Of mortgages, there is no authoritative fig- 
ures, either as to amount or as to the extent of 
assessment. The legislative reference bureau 
in a study made for the constitutional conven- 
tion estimated that 2.5 per cent of the mort- 
gages are assessed in Cook county, but about 
25.1 per cent in the counties outside of Cook. 
However, this seems to overstate the assess- 
ment, for the Bureau of Census declared that 
in 1920-farm mortgages for the farmers re- 
porting amount of debt was $197,211,841. The 
assessment against “credits other than bank- 
ers,” in which mortgages and some other items 
are included, was not much greater than 25 
per cent of this amount. 


According to the reports of the controller of 
the currency and the state auditor of public 
accounts, the total amount of money in the 
state, which is subject to taxation is about 
$2,500,000,000. The amount as far as the 
tax returns are concerned was $38,000,000 in 
1921 and $46,000,000 in 1920. It thus ap- 
pears that less than 2 per cent of the cash that 
is subject to taxation is in fact taxed. 


Under the general property tax, intangible 
property escapes taxation. Some may say that 
the remedy lies in some method of forcing 
holders of intangibles to declare them. How- 
ever, the tax commission of Ohio in 1908 de- 
clared that “after fifty years’ experience with 
all conceivable methods in the way of in- 
quisitory laws, severe penalties and criminal 
statutes designed to force the owners of money 
and credits, stocks and bonds to put their hold- 
ings upon the tax duplicate, not only is the 
percentage of such property less than before, 
but public sentiment seems to be more and 
more approving of evasion of the law.” 


The method of assessment of intangibles 
where they are taxed at all is by the declara- 
tion of the owner under oath. It is commonly 
understood that people do not declare their 
intangibles, and the oath that is taken is con- 
sidered lightly. However, there are a few 
people who do not consider their oath lightly, 
and there are others who do not know of the 
general practice not to declare intangibles. 
They pay the penalty for their honesty or ig- 
norance as the case may be. 
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A widow who never has had any experience 
in making out the tax schedule may declare 
all of her property. Suppose that she has 
$1,000 on deposit in a savings bank. On this 
she receives an income of $30.00 per year. 
Her tax bill if she lives in Chicago amounts 
to $38.70. This is equivalent to an income tax 
of 129 per cent. If her income comes from 
real estate bonds bearing 6 per cent, the rate 
is equivalent to an income tax of 64.5 per cent. 
Such a rate is confiscatory, and with escape so 


easy in the case of intangibles, avoidance is the 
rule. 


Intangibles Escape 


So completely do intangibles escape from 
assessment, that the tax authorities themselves 
recognize that securities are not taxed. “A 
system of taxation has grown up wholly out- 
side the law,” says the President of the late 
constitutional convention. ‘“The assessors seek 
to make some fair approximation of the re- 
lative wealth of the individual, as compared 
with his neighbors, and assess him accord- 
ingly.” Some interesting results from this ar- 
bitrary system of taxation are to be seen in the 
last report of the State tax commission. 


Among the 6,485,280 people of the State 
there are only 242,213 watches and clocks, a 
time piece for every 28 persons, according to 
the tax records. Whether your ticker forces 
you to contribute to state funds, depends upon 
what county you live in. The assessors couldn’t 
find a watch or a clock among the 15,000 in- 
habitants of Pulaski County, and the search 
among the 7,600 people of Putnam was 
equally fruitless. In some counties, however, 
the assessment of clocks and watches is con- 
siderable. 


The results of the local attempts to write 
down the taxes of those owning tangibles be- 
cause of the realization that those owning in- 
tangibles get off without contributing anything 
is seen even in the assessment of the more obvi- 
ous forms of personal property. The taxation 
of automobiles illustrates the practice. The 
city collector of Chicago, which is the major 
part of Cook County, found 171,155 automo- 
biles upon which to assess fees in 1921. The 
Board of Assessors, however, who are located 
in the same building, could discover only 
24,644 automobiles in the entire county of 
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Cook. The average value of the automobiles 
varies widely from county to county and is 
clearly out of line with the actual worth of the 
cars. For the State as a whole, cars are said to 
be worth $265.66, with $107.96 landaulets of 
Pulaski as the minimum and the $485.34 cars 
of Wabash county as a maximum. The mil- 
lionaires of Chicago go to and from their Lake 
County homes in limousines that are on the 
average worth $261.66. 


The escape of one kind of personal property 
makes the tax assessor feel that he ought to let 
down a little on the owners of other kinds, and 
the effect is to make a bad system of taxation 
worse by individual modifications. 


There is one further criticism to be made of 
the general property tax as it has worked out. 
It has exempted a large part of the citizen- 
ship from paying any taxes. Persons who 
have large incomes, and live high, spending all 
of their incomes, pay little or no taxes. Cer- 
tainly they do not contribute in accordance 
with their abilities. 


Wrong in Theory 


To summarize, the general property tax as 
it has worked out in [1linois is everything that 
the writers on taxation have said about it as a 
general proposition. It is wrong in theory; its 
practice is bad. It exempts the owners of all 
except visible property, and amounts largely 
to a tax upon real estate. It shuts out a large 
part of the population from a contributing in- 
terest in their governments. 


The escape from this deplorable condition 
has been particularly unsuccessful in Illinois, 
although the efforts of those who have labored 
for reform during twenty years must be de- 
scribed as nothing less than valiant. The diffi- 
culty is that the system is fastened upon the 
State by the constitution, of which the amend- 
ing clause is very illiberal. Two attempts 
have been made to amend the tax article of 
the constitution of 1870 but both have been 
unsuccessful. 


In 1916 as a result of a report of a tax in- 
vestigating commission of representative citi- 
zens of five years before, an amendment to the 
constitution was voted upon which would have 
given the legislature the power to classify 
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property for purposes of taxation and impose 
different rates upon different classes of prop- 
erty. This method is more of a palliative, 
when what is needed is a major operation. It 
attempts to get people to declare their intangi- 
bles by giving them bargain rates. It has been 
used with success in several states. In Min- 
nesota, for example, the assessment of money 
and credit increased in one year 730 per cent 
by the application of reduced rates. However, 
this scheme misses persons who live high 
and spend all of their incomes. In this plan, 
there is an assumption that valuation may be 
taken as a basis for taxation, but that discounts 
have to be given in the taxes upon certain 
classes of property. 


At the election in 1916, in which this con- 
stitutional amendment was voted upon, 656,- 
298 votes were cast for the amendment and 
295,782 against it, an overwhelming majority 
for ratification. It also appeared to the can- 
vassing board that a clear majority of the vote 
for members of the legislature was cast for the 
amendment. However, the amendment clause 
of the constitution was unclear, and a friendly 
suit was started to get the Supreme Court of 
the State to say whether or not the amendment 
had been carried. By a split vote in People 
v. Stevenson, 281 I11. 17, the Supreme Court 
held that a majority of the total vote cast in 
the election was necessary for ratification, and 
as the affirmative vote did not meet this test, it 
was declared to have failed. 


With the failure of the 1916 tax amendment, 
the tax reform element combined its influence 
with that of others who felt that there was need 
for revision of the basic law of the State, in 
calling a constitutional convention. Such a 
convention was authorized by the legislature 
in 1919, and it submitted the results of its 
efforts to the voters in December, 1922. 


From the beginning, the convention which 
was made up of leading representatives of all 
interests appreciated the importance of tax 
submitted finally would not directly change 
the existing tax plan. It provided, however, 
for a permissive income tax that would take 
the place of the general property tax upon in- 
tangibles. Such a tax if imposed solely upon 
intangibles, had to be substantial, and could 
(Continued on page 17) 
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Taxable Income From Building and 
Loan Association Stock 


By Paut G. BusEy* 


HERE seems to be so much uncertainty, 
not only in the minds of the lay-men, 
but also in the minds of the tax-experts, 
as to the exact meaning of paragraph 10, Sec- 
tion 213 of the Income Tax Law, that a gen- 
eral survey of the situation may be of interest. 


The paragraph referred to above, and which 
is of interest to every. holder of building and 
loan stock, reads as follows: 


“That for the purpose of this title the term 
‘gross income’ does not include the following 
items, which shall be exempt from taxation 
under this title: ‘So much of the amount re- 
ceived by an individual after December 31, 
1921, and before January 1, 1927, as dividends 
or interest from domestic building and loan 
associations, operated exclusively for the pur- 
pose of making loans to members, as does not 
exceed $300’.” 

Analyzing the foregoing paragraph, we 
note: that the amount must be received; that 
the exemption only applies to an individual 
and not to a corporation; that it must be re- 
ceived during the years 1922 to 1926, inclusive; 
that it must be received as dividends or inter- 
est, and not as a return of principal; that it 
must be received from a domestic building 
and Joan association operated exclusively for 
the purpose of making loans to members; and 
that only $300 of the amount received as divi- 
dend or interest is exempt. 


The first question that naturally will arise 
concerns the meaning of the phrase “after 
December 31, 1921, and before January 1, 
1927.” In this regard the Department has 
ruled that the limit of $300 applies to the 
amount received in any one year for the years 
1922 to 1926, inclusive. This gives the indi- 
vidual who is carrying what is commonly 
known as a “chain” of shares the privilege of 
reducing his taxable profit $300 each year 


for five years. In carrying a chain of shares 
* Vice-President Busey’s State Bank, Urbana, Il. 


the stockholder so arranges his holdings in 
building and loan stock that he has a corres- 
ponding amount paying out each year. If the 
shareholders’ income is more than $300 in a 
year, the remainder must be reported. 

As to the time the income is taxable, the 
amount of income received has a taxable status 
in the year that the amount is credited without 
restriction to the shareholder. The amount 
of income from the shares can be arrived at 
by figuring the amount of money actually 
paid into the association by the stockholder 
on the shares as dues, and subtracting this from 
the amount received. 


Wwe ownership of building and 
loan association shares is not so 
common a form of investment as other 
kinds of stock holdings, in many cities 
they have an important place as sources 


of income, and hence this article clari- 
fying some of the points in connection 
with the taxability of income from 
building and loan association stock will 
be of general interest. 





It must be understood that this income does 
not arise onlv at the time of the maturity of 
the shares. If the stock is disposed of prior 
to the maturity date, the amount paid in up 
to the date the stock is disposed of should be 
subtracted from the amount received to de- 
termine the profit. The transaction may either 
result from selling the stock back to the asso- 
ciation at its cash surrender value, or from 
selling it to an outsider. In the latter case, 
the purchaser will use the purchase price as 
the basis on which to figure his income at the 
time of its maturity or sale. 


Another question that may arise is in regard 
to stock in a building and loan association 
taken out prior to March 1, 1913. The De- 
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partment is only interested in the income ac- 
crued since that date. In case the stock was 
purchased or subscribed to prior to that time, 
the value of the stock as of March 1, 1913, as 
well as the proportion of this value represent- 
ing feturn of principal and that proportion 
consisting of income, should be subtracted 
from the amounts representing return of prin- 
cipal and income at the time the stock matures 
or is otherwise disposed of. 


It may readily be seen that where stock is 
purchased or subscribed to prior to March 1, 
1913, the difference between the income prior 
to March 1, 1913, and the income prior to the 
date of surrender, if surrendered prior to ma- 
turity, will be the income, less the $300 exemp- 
tion, to be reported in the year the stock is 
surrendered. 


Exemption Only to Mutuals 


It should be noticed that the $300 exemp- 
tion can only be claimed if the association is a 
mutual association operated exclusively for 
the purpose of making loans to members. A 
large number of associations make loans to 
persons outside the shareholders in the asso- 
ciation. Although these associations are ex- 
empt from taxation under Section 231, as 
provided for domestic building associations 
substantially all of the business of which is 
confined to making loans to members, the 
stockholders in these associations are never- 
theless not entitled to the $300 exemption, 
since such associations do not operate exclu- 
sively for the purpose of making loans to 
members. 


We have a second class of stockholders in 
a domestic building and loan association that 
might be termed borrowing stockholders. 
These are persons borrowing a sum of money 
from the association, securing the loan by a 
mortgage on real estate, and paying in to the 
association monthly a sum of money repre- 
senting dues, and interest on the amount bor- 
rowed. It is permissible for these stockholders 
to deduct each year from their income, under 
“interest paid,” the amount of interest in- 
cluded in these monthly payments for the year. 


At the time the loan matures the amount 


paid in, outside the interest paid on the loan, | 


should be deducted from the principal of the 
loan, and the balance treated’ as income from 
which the exemption of $300 is deductible. 
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The income on building and loan stock rep- 
resents dividends from a building and loan 
association and interest paid to the stockholder 
by the association. The usual rate of interest 
paid on building and loan stock is in the neigh- 
borhood of 7 per cent. All income to the 
stockholder outside this interest is treated as 
dividends. Therefore the next step is for the 
stockholder to determine the amount of in- 
come under each of these heads. This is neces- 
sary on account of the fact that the dividends 
are only subject to surtax, while the interest 
is subject to both normal and surtax. The 
information necessary can generally be ob- 
tained from the association secretary. The 
stockholder can then take his exemption of 
$300 from either the interest received or from 
the dividends received as he sees fit, or divide 
the amount between them. It is plain that on 
account of the fact that the dividends are free 
of normal tax and the interest is not that it will 
be of advantage where the profit is large to 
deduct the $300 from the interest received. 
Under no circumstances, however, may any 
part of the $300 which is excluded from gross 
income be credited for normal tax purposes. 


The proper transaction for an owner of 
building and loan stock paying out or sold 
during the years 1922 to 1927, inclusive, who 
is liable for income tax, is as follows: 


If the stock was bought or subscribed for 
on or after March 1, 1913: 


From the sale price or the amount received 
at maturity of the stock, subtract the amount 
of dues paid in up to the date of sale or matur- 
ity. The remainder (a) represents the amount 
of income from the date of purchase or sub- 
scription. Divide (a) into interest (b) and 
dividends (c). To arrive at the amount to 
report for income tax, subtract $300 from 
either (b) or (c) or part from each. 


If the stock was bought or subscribed for 
prior to March 1, 1913: 


From the value at March 1, 1913, subtract 
the amount of dues paid in up to that date. 
The remainder (a) represents the income 
prior to March 1, 1913. This amount of in- 
come is not taxable. 


From the sale price of the amount received 
at maturity ofthe stock, subtract the amount 
of dues paid in up to the date of sale or matur- 
ity. The remainder (b) represents the income 


wm el OO Foe ee, feed { See 


~~, 


a —_ ry 


al — ~~ ar itt ~~ ie SO MHmF/ )«606LSCLFD]D 


a a. aa 


memho 1 OO rt wm 1 


oro pw 


| ed 
— 


a< "Oo 


id 
10 


int 


act 
ite. 
me 


ved 
unt 
ur- 
me 


June, 1923 


from the date of purchase or subscription. 
Divide (a) into interest and dividends. Divide 
(b) into interest and dividends. Subtract the 
interest included in (a) from the interest in- 
cluded in (b). The remainder (c) represents 
the interest accrued since March 1, 1913. Sub- 
tract the dividends included in (a) from the 
dividends included in (b). The remainder 
(d) represents the dividends accrued since 
March J, 1913. 


To arrive at the amount to report for in- 
come tax purposes, subtract $300 from either 
(c) or (d) or part from each. 


Enter the amount received as interest on 
your income tax return under “interest re- 
ceived.” Enter the amount remaining as 
“dividends from domestic corporations,” and 
subtract in the proper place at the bottom of 
the return in order to take advantage of the 
credit for normal tax. 


Secure from an officer of the association a 
statement that the association is.operated ex- 
clusively for the purpose of making loans to 
members. It is also advisable to attach to the 
return a sheet showing the name and location 
of the association paying the dividends and 
interest, the amount of money received from 
them during the year, the amount paid in as 
dues, the amount representing interest re- 
ceived, and the amount representing dividends 
received. You should also designate from 
which amount the $300 exemption is taken. 


A typical example of the disposition of 
building and loan income would be as follows: 
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John Jones, a stockholder in a building and 
loan association operating exclusively for the 
purpose of making loans to members, has 50 
shares of stock of a total par value of $5,000 
maturing July 1, 1921. This stock has been 
running 79 months at the time of maturity, 
and he has paid on it at the rate of $50 a month 
dues. 


It is readily seen that Mr. Jones has paid in 
79 times $50, or $3,950, leaving him a gain of 
$1,050. Supposing that he should find from 
inquiry that 80% of this gain or income re- 
ceived from the association was from interest 
and 20% from dividends, this would make his 
income from this source $840 as interest and 
$210 from dividends. He should, accordingly, 
in order to reduce his tax to the greatest ex- 
tent, deduct the $300 exemption from the in- 
terest. His entry on his income tax blank 
would therefore be $540 as “interest received” 
and $210 as “dividends from domestic cor- 
porations.” ; 


Since the above article was written the fol- 
lowing mimeograph relative to building and 
loan association income has been issued: 


Mim. 3057. Where dividends or interest received 
from a building and loan association are excluded from the 
return of gross income, the taxpayer should secure from an 
officer of the association a statement that it is operated 
exclusively for the purpose of making loans to members, 
for it is not sufficient to show that the association is ex- 
empt from taxation under Section 231 (4). No part of 
the $300 of such dividends, which are excluded from gross 
income, may be credited for normal tax purposes. Interest 
received from such associations in excess of $300 is subject 
to both normal tax and surtax. 





PROPERTY VS. INCOME AS A 
BASIS FOR TAXATION 


(Continued from page 14) 


not be progressive as to rate. Moreover, there 
was a provision that an income tax might be 
imposed, to take the place of all property 
taxes. If the general income tax were im- 
posed, it might be graduated, but it was pro- 
vided that the rate on maximum could not be 
more than three times the rate on the mini- 
mum. Exemptions were restricted in amount 
to $1,000 for heads of families with $200 for 
each dependent and $500 to other persons. 


The amendment to the tax article, however, 
was submitted as a part of the new constitu- 


tion, which was rejected in its entirety. The 
result of these two efforts at change leaves us 
with our tax system of antiquity. What will 
be the next step? The two defeats met by the 
leaders in tax reform are disheartening. Pro- 
posals for making constitutional amendment 
less difficult are now being considered by 
the legislature. There is no reason for be- 
lieving that the one-tenth who pay taxes in 
Cook County will continue to suffer in silence, 
nor that the other nine-tenths who do not pay 
taxes will oppose new efforts at tax change 
where the issue is clear. To the writer, it 
seems that the state income tax is on its way. 
Certainly it is badly needed in the interest of 
better government, even if we ignore consid- 
erations of equity. 














Classification of Incomes Offered as 


Remedy to Equalize Taxes 


ITH Secretary Mellon coming to 
W\ the crowning triumph of his career 
through the final refunding of all the 
short-time debt of the United States, the ques- 
tion of taxes is found to be breaking loose 
again in numerous spots. One such spot is a 
plague of letters to members of Congress. 
These letters are from impetuous citizens who 
wish to know if our governmental prosperity 
will bring them an immediately reduced tax 
rate, and if not, why not. 


The tax question has revived. A member 
of Congress expressed the situation in the 
following words: 


Mr. Mellon has been so successful that we are in diffi- 
culties. He has handled the governmental finances so 
well that our citizens are now coming back on us here 
on the hill to give them the benefit of it. 

Now, instead of having $7,500,000,000 of short-time 
debt, payable in sudden irregular lumps within two years, 
we are going to have $2,500,000,000 payable in fairly 
even steps in the course of a period of five years. 

It is a splendid success for Mellon, but it raises trouble 
for us. If things are so happy in the Treasury, why not 
also in the tax-receipt of the citizen? ‘That is what the 
citizen wants to know. The question is: what are we 
going totellthem? , 


Seeking to learn the answer to that question 


the writer, after inquiry in both the legislative. 


and the executive branches of the government, 
comes to the conclusion that at present the an- 
swer is a sort of deadlock between contending 
theories of principles of taxation. 

Mr. Mellon in an interview with this writer 
disclaimed any plan for general tax revision. 
He said that the Treasury Department was 
working diligently at the problem of the sim- 
plification of the operation of the present rev- 
enue laws for the benefit of the taxpayer. He 
said also that the Treasury Department main- 
tained and would continue to maintain its po- 
sition regarding the unfruitfulness and unde- 
sirableness of the surtaxes above 25 per cent. 


*Reprinted with permission from the Washington Press Service 
and the Chicago Daily News. 


By WILLIAM Harp* 





These surtaxes, it was learned from Under- 
secretary Gilbert, will this year produce prob- 
ably not more than $100,000,000 of revenue. 
From another source it was learned that the 
number of persons whose incomes carried 
them into the paying of the higher surtaxes 
had been in the neighborhood of not much 
more than 1,000. The Treasury Department 
also holds that the present enormous issues of 
tax exempt securities in this country are a most 
unjust indirect discrimination against those 
unfortunate taxpayers who are not very rich. 


At that point arises the greatest immediate 
question in scientific tax reform at Wash- 
ington. 

Tax exempt securities are helpful to people who have 
great funds to invest. ‘Those funds escape taxation and 
yet provide income. What then of the man who gets his 


income exclusively or dominantly from effort, commercial 
or professional, from personal labor ? 


Tax exempt securities give the very rich a large area 
of tax exempt capital. The lawyer and doctor and the 
rising business man, however, find nowhere any such thing 
as tax exempt labor. Every cent that they get from their 
labor—above the taxable level—is invariably taxed. 


Such observations are now widely heard in 
Washington in highly influential conservative 
quarters and it is known that these observations 
have resulted in conferences for study of plans 
leading to a remedy. 


The remedy principally suggested is that 
we follow Great Britain in laying a lighter tax 
on “earned” incomes from effort than on “un- 
earned” incomes from investment. Many de- 
vices toward that end are under consideration. 


It appears, however, that no general pro- 
gram of tax reform (in the sense of tax revision 
downward) is receiving the support of the 
Treasury officials and of members of the Ways 
and Means Committee of the House of Rep- 
resentatives and members of the Finance Com- 
mittee of the Senate collectively. 

(Continued on page 25) 
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TAX EVENTS AT WASHINGTON 


TREASURY surplus of $60,000,000 
A for the fiscal year ending June 30 is 
now expected by General Lord, di- 
rector of the Budget Bureau. When original 
estimates of receipts and expenditures were 
made by Treasury officials, the statement was 
made that a deficit of as much as $700,000,000 
might be faced. This was cut down in later 
estimates, and in the most recent statements the 
prospective deficit was put at $100,000,000 to 
$200,000,000, the hope being expressed, how- 
ever, that ways and means would be found to 
wipe it out and balance the budget. 


In predicting that the threatened deficit 
would be turned into a surplus of $60,000,000, 
Director Lord said that this was contingent 
upon economy and a continuance of the cus- 
toms and internal revenue receipts at the pres- 
ent high rate until the end of the fiscal year. 
He now estimates that the customs and in- 
ternal revenue receipts for the year will total 
$540,000,000 and that the internal revenue 
receipts will reach $2,615,000,000. 


A comparison of the estimated expenditures 
for the year 1923 with’ the expenditures for 
1922, Director Lord said, indicated a reduc- 
tion in 1923 of more than $200,000,000.: It is 
hoped that by strict economy until the end of 
the year the actual reduction will be somewhat 
larger. To accomplish this Government ex- 
penditures must be restricted to, and, if pos- 
sible, kept below the estimated figures which 
have been established. Director Lord has in- 
dicated that he does not intend ta permit ex- 
penditures to extend because of the promised 
budget surplus. 


In connection with the new Treasury note 
issue for refunding the Victory Liberty loan 
Secretary Mellon, in considering the fiscal 
prospects, stated : 


By June 30, 1923, it is estimated, the gross debt will 
have been brought down to about $22,400,000, a reduc- 
tion of about $1,600,000,000 during the period, and all 
the old $7,500,000,000 of the short dated debt will have 
been retired or refunded. In its place there will be a new 
class of short dated debt, aggregating about $5,500,000,- 
000 and maturing over the period of about five years up 
to the maturity of the Third Liberty Loan, consisting of: 





1. $1,100,000,000 or thereabouts of treasury certifi- 
cates of indebtedness, maturing on various quarterly tax 
payment dates within the year. 

a 


2. About $4,000,000,000 in the aggregate of treasury 
notes maturing in the years 1924, 1925, 1926 and 1927. 


3. About $350,000,000 of war savings certificates 
and treasury savings certificates, maturing in moderate 
amounts each year. 


These maturities are arranged so as to permit their 
refinancing with a minimum of disturbance to business 
and industry, and with the government balancing its 
budget each year and showing a reasonable surplus, it 
should be possible to retire them gradually out of surplus 
revenues in time to avoid embarrassment to the heavy 
refinancing that will be necessary in connection with the 
maturity of the Third Liberty Loan. 


Budget Balanced Yearly 


This government, as you probably know, has-been 
squarely following the policy of balancing its budget from 
year to year, ordinary receipts against ordinary expendi- 
tures, and beginning with the fiscal year 1921 it has in- 
cluded as ordinary expenditures for budget purposes the 
sinking fund and other debt retirements properly charge- 
able against ordinary receipts, aggregating about $422,- 
000,000 for the fiscal year 1921 and about the same 
amount for the fiscal year 1922. 


This means that any surplus which may be realized 
is after providing for sinking fund charges and similar 
public debt retirements. For the fiscal year 1923 the 
returns are not yet complete, but up to April 30, 1923, 
covering the first ten months of the year, there was a sur- 
plus on the basjs of daily Treasury statements of more 
than $137,000,000 above all expenditures chargeable 
against ordinary receipts, and the Treasury’s best estimates 
indicate that by the end of the year there will be a surplus 
of over $125,000,000 after charging out expenditures for 
the sinking fund and other public debt retirements of the 
same figure to the amount of about $405,000,000. This 
means that notwithstanding the unfavorable prospects at 
the beginning of the year, the Government will succeed in 
closing the year with a substantial surplus. 


These statements of the favorable condition 
of the Treasury are considered significant of 
the possibility of Federal income tax rate re- 
ductions. This would be a more valid hope 
were it not highly probable that the 68th Con- 
gress will grant “adjusted compensation” to 
the veterans of the World War. In the latter 
event, the present Treasury needs will be so 
largely increased that present sources of rev- 
enue will be inadequate. 












WISCONSIN TAX COMMISSION 
LIMITS PUBLICITY OF 
TAX RETURNS 


Despite the passage by the Wisconsin leg- 
islature of a bill providing that income tax 
returns shall be open to the public, the Wis- 
consin Tax Commission appears to have mate- 
rially modified the effect of the new statute. 


The commission has ruled that income tax 
returns are not required of taxpayers for the 
purpose of affording persons’ information to 
be used for business or any other private pur- 
pose. The sole purpose of such returns, it is 
explained, is to furnish taxing officials infor- 
mation upon which to base an income tax 
assessment. It is true, according to the com- 
mission’s version, that an act has been passed 
by the legislature repealing the secrecy clause 
in the income tax law which protected returns 
from public inspection, but it does not follow 
therefrom that any person may enter an 
assessor of incomes’ office, have access to his 
files and muss up the income tax returns found 
therein at his own pleasure, thereby interfer- 
ing with their use for the principal purpose 
for which they were designed and with the 
efficient administration of the law. The Com- 
mission considers that it has authority to make 
such rules and regulations as it deems advis- 
able or necessary to so guard the handling of 
returns by outsiders as will not interfere in the 
least with their use for the purpose for which 
they were intended, and it intends to exercise 
such authority. 


The Commission holds that repeal of the 
secrecy clause in the income tax law opens to 
public inspection under the prescribed rules 
all income tax returns of years both prior and 
subsequent to its enactment. 


Among other recent rulings of the Wiscon- 
sin T'ax Commission is that holding the install- 
ment method of reporting income to be unac- 
ceptable. Experience has convinced the Com- 
mission that the installment method of ac- 
counting and reporting does not reflect true 
taxable income and that that method must be 
abandoned. This ruling does not apply to 
sales of real estate on the installment plan. 


The income tax bill introduced into the 
Michigan legislature failed to pass. 
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SENATOR SMOOT SEES NO HOPE 
OF REDUCED TAXES 


That taxes may be materially reduced in the 
near future is a hope which has been fostered 
by the prospect of surplus of revenue for the 
fiscal year 1922. ‘The realization of this hope 
seems, however, very far remote because of the 
extraordinary expenditures which are very 
likely to be incurred by the 68th Congress. 


In a letter to the National Income Tax 
Magazine, Senator Reed Smoot states that, in 
his opinion, the bonus bill will pass at the next 
session of Congress. This, he says, is a prac- 
tical certainty in view of the fact that there 
are enough votes in the House and Senate to 
override the veto of the President of the 
United States, and such a veto can be expected 
unless some means is provided to meet addi- 
tional expenditures. Furthermore, it is Sena- 
tor Smoot’s opinion that service pensions for 
veterans of the World War will come after 
the bonus and that when pensions are granted 
there can be no decrease possible in govern- 
mental expenditures for more than a gen- 
eration. 


Inasmuch as Senator Smoot will be chair- 
man of the Finance Committee of the Senate 
at the 68th Congress this prediction is excep- 
tionally significant and forewarns that no re- 
duction in taxes can. reasonably be expected. 
In consideration of the probability that rad- 
ical tax legislation would be the result of any 
endeavor to change the revenue laws, Senator 
Smoot and other conservative leaders have 
stated that insofar as possible changes in the 
revenue law will be avoided. 


U.S. CHAMBER OF COMMERCE 
FAVORS NEW COURT OF 
TAX APPEALS 


Tax questions numbered among the impor- 
tant issues considered by the United’ States 
Chamber of Commerce at its annual meeting 
in New York, which closed May 11. Various 
phases of Federal taxation were referred to the 
committee on taxation for further study before 
definite action is taken. 


The chamber did, however, take a stand in 
favor of the establishment of a court of tax 
appeals, in line with the recommendations sub- 
mitted by the Chicago Association of Com- 
merce. 
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The resolution on taxation in part is as 
follows: 


Under the administrative features of the law respect- 
ing income and other internal revenue taxes, hardships and 
injustice may be caused taxpayers who act in the greatest 
of good faith. New legislation should be enacted which 
would enable a taxpayer to have a prompt and conclusive 
settlement of tax liability, to the end that business enter- 
prise may not be embarrassed by the appearance of liabili- 
ties hitherto unknown to exist and which have their origin 
in revised regulations or in a new interpretation of the 
law. Each taxpayer should likewise have an opportunity 
for an impartial hearing of questions arising between him 
and officials administering the law, and such a hearing 
should be possible without his undergoing great expense 
and inconvenience. We therefore favor the establishment 
of a court of tax appeals, to be appointed by the President, 
and composed of citizens not connected with the Treasury 
Department, and we ask that such a body be authorized 
to sit in the various centers of the country convenient of 
access to taxpayers. 


Fundamental as these questions are to the rights of 
citizens, there are other problems of taxation which have 
far-reaching consequences. Existing situations tend to 
create classes of privileged persons who enjoy incomes 
free from taxation while withdrawing their money from 
the ordinary uses of industry and commerce, with conse- 
quences of inequity in shifted burdens of taxation and in 
other ways. Such a situation is caused by the possibility 
of issue of classes of securities the income from which is 
exempt from income taxes. Other problems are caused 
by the continuance of some war excise taxes, by rates of 
tax higher than were ever known outside times of actual 
war, and by provisions incorporated in the laws levying 
taxes, experience with which may have demonstrated 
results contrary to those which were intended. 


Many of these problems have had the earlier attention 
of the chamber and some of them have been discussed at 
this meeting. Their importance is cbvious. The annual 
meeting is therefore gratified to learn that the board of 
directors has already taken action looking toward an imme- 
diate examination of the whole field of Federal taxation 
and asks that the board request the committee on taxation 
which it is about to appoint to give special attention to the 
subjects herein mentioned. 


NEW YORK LEVIES RETROACTIVE 
TAX ON BANKS AND MONEYED 
CAPITAL 


Both Houses of the General Assembly of 
the State of New York have passed the Sher- 
idan bill, as a result of which, if signed by the 
Governor, National and State banks and 
moneyed capital in general will be subject to 
a retroactive tax for the years 1920, 1921 and 
1922 of 1 per cent upon “the value of the 
moneyed capital owned, held or employed in 
this State in the banking business or in com- 
petition with capital.” 
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Decisions of the United States Supreme 
Court indicate that moneyed capital includes 
bonds, notes and evidences of indebtedness, 
credits and possibly even bank deposits of pri- 
vate persons, as well as of investment bankers 
and all other persons, partnerships and cor- 
porations. 


The purpose of inyposing this drastic retro- 
active capital tax is to validate taxes imposed 
upon National banks’ shares which the Court 
of Appeals had held invalid, because discrim- 
inatory against National bank shares and in 
favor of other moneyed capital. 


The bill requires every taxpayer to make a 
sworn report showing the actual value of such 
moneyed capital owned as of May | in each 
of the years 1920, 1921 and 1922. The time 
of payment for any such taxes not heretofore 
paid is extended without interest and without 
penalty to December 31, 1923. 


NEW YORK TAX-EXEMPT LAW 
UPHELD 


Final adjudication has been made in respect 
of the New York State law which exempts 
new dwellings in, New York City from taxa- 
tion for a period of ten years under certain 
conditions. ‘The Court of Appeals upheld the 
statute. 


This decision beyond question exempts from 
taxes property valued at nearly $250,000,000 
in New York, owned by at least 50,000 indi- 
viduals. The law was decided by Justice 
Tierney of the Supreme Court to be uncon- 
stitutional. Had his decision been upheld it 
is estimated that the loss in back taxes to 
owners of property built since 1920 would 
have approximated $80,000,000. 


STATE OF ARKANSAS ADOPTS 
INCOME TAX LEVY 


Arkansas is the fifteenth State in the Union 
to adopt an income tax. The Arkansas law is, 
however, not patterned after the Model In- 
come Tax Law as submitted by the National 
Tax Association, but is a levy of one-tenth of 
one per cent upon each “thousand dollars on 
the gross incomes of every resident of the State 
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of Arkansas and by natural persons not resi- 
dents of this State who shall have received one 
thousand dollars or more per annum from and 
after March 31, 1923.” The tax does not 
apply to corporations. 


The statute provides that the tax shall be 
withheld at the source by individuals, corpora- 
tions, partnerships, etc., in cases where salaries, 
wages, commission emoluments, or compensa- 
tions of whatever kind of one thousand dollars 
or more per year are paid. 


In case of taxpayers other than residents, 
gross income includes only gross income from 
sources within the State, but does not include 
annuities, interest on bank deposits, interest on 
bonds, notes or other interest bearing obliga- 
tions or dividends from corporations, except 
to the extent to which the same are a part of 
the income from any business, trade, profes- 
sion or occupation carried on in the State sub- 
ject to taxation under the income tax act. 


CAPITAL STOCK LEVY IS NEXT 
TAX PAYMENT 


The capital stock tax for the year 1923 is 
due on or before July 31. It is an excise tax 
imposed upon every domestic corporation and 
joint stock company not exempt from the Fed- 
eral income tax for the privilege of doing 
business in an organized capacity, and upon 
like foreign organizations for the privilege of 
doing business within the United States. 


In the case of domestic corporations the 
measure of the tax is the fair average value 
of the capital stock for the year ending June 
30 preceding the taxable year beginning July 
31. The rate is $1.00 for each full $1,000 of 
fair value of capital stock in excess of $5,000 
exemption allowed by law. For foreign cor- 
porations the rate is $1.00 for every full $1,000 
for the average capital employed in the trans- 
action of the organization’s business in the 
United States. 


During the past year there have been no 
changes of any consequence in the regulations 
regarding either rates or the manner of com- 
putation of the basis of the tax. In order that 
consideration may be given to all the various 
factors pertaining to fair value, three exhibits 
are provided on the capital stock tax returns 
for furnishing information. The taxpayer 
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should fill out each one of these, or if any of 
the data are not available state why. The first 
exhibit called for on the return is a condensed 
balance sheet. The second is a quotation of 
outside sales prices of stock during the year, 
and the third is an exhibit showing the annual 
income for the five fiscal years ended with the 
close of the taxpayer’s last fiscal year or for 
the period during which the corporation has 
been engaged in business if for a shorter 
period. 


There was a decrease for 1922 in the amount 
of capital stock tax collected. The valuation 
of capital stock tax fluctuates with conditions 
in business from year to year and hence in- 
come from the capital stock tax is somewhat 
variable. 


For the years 1919 to 1922, inclusive, collec- 
tions have been as follows: 


eee, at $28,775,749.66 
cdc terse alt 93,020,420.50 
Ris sted. aa anacate 81,525,652.88 
** | eee ee 80,612,239.80 


MINING TAX CONFERENCE TO BE 
HELD IN MILWAUKEE 


The General Tax Committee of the Amer- 
ican Mining Congress, which was created at 
the last annual convention of the organization 
at Cleveland, Ohio, has proved a very effective 
body and has faced many tax problems of im- 
portance during the first year of its existence. 


The committee, under the auspices of the 
tax division of the American Mining Con- 
gress, will hold its annual conference on mine 
taxation in conjunction with the annual con- 
vention of the American Mining Congress to 
be held this year at Milwaukee, Wisconsin, 
during the week of September 24. 


The committee is made up of the following members: 
Paul Armitage, chairman, 233 Broadway, New York 
City; Geo. E. Holmes, vice-chairman, 15 William St., 
New York City; McK. W. Kriegh, secretary, 841 Mun- 
sey Bldg., Washington, D. C. 


Members at Large 


R. C. Allen, Hanna Bldg., Cleveland, Ohio; A. Scott 
Thompson, Miami, Okla.; Wm. B. Gower, 20 Exchange 
Place, New York City; John C. Howard, Utah Oil Re- 
fining Co., Salt Lake City, Utah; R. V. Norris, 520 
Second Nat’l Bank Bldg., Wilkes-Barre, Pa.; J. C. Dick, 
1502 Walker Bank Bldg., Salt Lake City, Utah; A. P. 


Ramstedt, Wallace, Ida.; Robert N. Miller, Southern _ 


Bldg., Washington, D. C. 
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State Members 


John H. Adams, 512 8th Ave., North, Birmingham, 
Ala.; Walter H. Denison, Cushman, Ark.; Wm. S. Boyd, 
Ray Consolidated Copper Co., Ray, Ariz.; Robert I. 
Kerr, secy., California Metal and Mineral Producers’ 
Assn., 625 Market St., San Francisco, Calif.; C. A. 
Fisher, First National Bank Bldg., Denver, Colo.; James 
F. McCarthy, Hecla Mining Co., Wallace, Ida.; James 
J. Forstall, Monadnock Block, Chicago; B. W. Sale, 
pres., B. W. Sale Coal Co., Terre Haute, Ind.; C. S. 
Crouse, University of Kentucky, Lexington, Ky.; John 
Laurie, compt., U. S. Smelting, Refining and Mining Co., 
55 Congress St., Boston, Mass.; A. E. Peterman, Rees, 
Robinson & Peterman, Calumet, Mich.; Wm. C. Rae, 
Anaconda Copper Mng. Co., Butte, Mont.; H. B. Fern- 
ald, Loomis, Suffern & Fernald, 54 Wall St., New York 
City ; Hanseri Evesmith, Fargo, N. D.; J. G. Puterbaugh, 
McAlester Fuel Co., McAlester, Okla.; A. W. Strowger, 
Northwestern Bank Bldg., Portland, Ore.; Howard N. 
Eavenson, Union Arcade Bldg., Pittsburgh; E. L. Hert- 
zog, Spartanburg, S. C.; Wm. A. Remer, Trojan Mining 
Co., Deadwood, S. D.; Wm. H. Lindsey, pres., Napier 
Iron Works, Nashville, Tenn.; A.-G. Mackenzie, secy., 
Utah Chapter, American Mining Congress, Kearns Bldg., 
Salt Lake City, Utah; Bruce P. Tyler, Clinchfield Coal 
Co., Bristol, Va.; Geo. Wolfe, secy., Winding Gulf Oper- 
ators Assn., Beckley, W. Va.; Sam H. Richardson, E. 
112 16th Ave., Spokane, Wash., Edgar Z. Wallower, 
Joplin, Mo. 


VERMONT LEVIES A 1 PER CENT 
GASOLINE TAX 


The last General Assembly of the Vermont 
Legislature passed a | per cent gasoline tax 
which is to be collected from wholesale dis- 
tributors. The receipts from the tax, above 
cost of collection, are to be paid into a “surface 
fund” which is to be expended under the su- 
pervision and direction of the State Highway 
Board in laying the dust on and resurfacing 
the main thoroughfares and State roads. The 
tax was made retroactive to April 1, 1923. 


Section 691 of the General Laws was 
amended so as to provide that buildings 
erected after June 1, 1921, used and occupied 
exclusively as a home and appraised by the 
listers in the grand list, exclusive of land at 
not more than five thousand dollars nor less 
than eight hundred dollars, may be exempted 
from taxation for a period not more than five 
years if the town in which such buildings are 
located so votes. The amount and duration 
of such exemption is to be determined by the 
vote of each town. 


To encourage reforestation all immature 
timber grown from transplanted seedlings is 
exempted from taxation for a period of thirty 
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years from the date of such transplanting, pro- 
vided that the owner does not cut or cause to 
be cut such timber before the expiration of the 
thirty year period. 


A bill providing for an income tax failed 
to pass. 


IS THE INCOME TAX CONSTITU- 
TIONAL IN ILLINOIS? 


The introduction into the Illinois Legisla- 
ture of an income tax bill by Representative 
Norman G. Flagg has raised the question as to 
whether an income tax statute, if passed, would 
be constitutional. | 


The Constitution of Illinois does not pro- 
vide for, nor mention a tax upon income, and 
the Supreme Court has never been required to 
directly pass upon the question. Attorney 
General Edward J. Brundage, of [llinois, has 
indicated that there is a very considerable dif- 
ference of opinion among the bench and bar 
of Illinois upon the question. 


In an opinion submitted to Representative 
Flagg, Attorney General Brundage expressed 
the point of view that in view of the fact that 
the inheritance tax law was held constitutional 
it was not improbable that an income tax law 
would be likewise favored by the Supreme 
Court, providing the tax be uniform as to all 
classes; the only question being as to whether 
or not income, as such, is considered property 
within the meaning of Section 1 of Article 9. 


It has been the prevailing opinion in the 
State of Illinois that an income tax cannot be 
levied without a constitutional amendment, 
and such is the presumption in the effort now 
being made to get favorable action on an in- 
come tax amendment during the present 
session of the Illinois General Assembly. 


KANSAS TO VOTE ON CLASSIFICA. 
TION OF PROPERTY 


A bill was passed by the last session of the 
Kansas Legislature which provides for sub- 
mission to popular vote of an amendment to 
the constitution, which will permit classifica- 
tion of property for tax purposes. The law, 
if approved, will require that the legislature 
shall provide for a uniform and equal rate of 
assessment and taxation of property, except 


(Continued on page 26) 


Editorial Review 


The Burden of Taxation 


The subject of the burden of taxation seems 
to be having an unusually prominent place in 
current literature. It is a topic that is certain 
to get a sympathetic hearing but too often be- 
comes merely captious criticism or a maudlin 
appeal to an already sufficient self interest. 

In some cases it has resulted in the recom- 
mendation of unsound proposals such as the 
substitution of a sales tax or some other way 
of shifting the tax burden. 

The hard facts are that, as far as the Fed- 
eral government is concerned, the World War 
has left a debt legacy whose burden will con- 
tinue for many years tocome. Some expendi- 
tures may be considerably reduced by careful 
budgeting, but since approximately seventy- 
five per cent of present Federal outlay is a 
fixed expense, even though no compensation is 
granted to World War veterans or no other 
extraordinary expenditures incurred, the Fed- 
eral tax burden can only be slightly decreased. 
There are, however, a great many State expen- 
ditures which could be curtailed or postponed 
until conditions are more favorable. 


In a recent publication Professor Seligman 
has called attention to an adverse effect of high 
taxes that is not usually considered—namely, 
that they operate as a barrier to future produc- 
tion and business. 


Professor Seligman points out that insofar 
as production is impeded the loss is not to be 
measured simply by the amount paid out but 
by this amount plus the lost profit on the out- 
put destroyed by the law. Consequently, the 
loss may be far greater to the taxpayer than is 
the gain to the government which imposes the 
tax. 


‘““A tax as a barrier may often be worse than 
a tax as a burden,” is the final conclusion 
drawn. 

The possibility of escape from the higher 
surtaxes by investment in tax-free securities 
seems unquestionably to have acted as a barrier 
to business, not so much in the sense suggested 
by Professor Seligman’s recent article as in 
actually diverting capital into non-productive 
channels. If the total revenue required can- 








not be reduced, steps should be taken to elim- 
inate features which cause the present tax 
system to interfere with the normal course of 
business. First, the tax-free security issue 
debacle should be stopped and then, if facts 
prove it to be advisable, the higher surtaxes 
should be reduced. 


Claim Large U. S. Defaults 


Unless the statisticians of the United States 
hasten to counteract activities of the British 
members of that profession, we are in danger 
of waking up some morning confronted with 
the situation that instead of Great Britain 
being in debt to the United States, that the 
balance is against us. 

Statistics published in the London Statist 
indicate that the unpaid obligations held 
against the United States as resulting from 
past defaults are as follows: 

American Debts in Default 


State Pounds Sterling 
RR 8 ARS £ 1,740,000 
UE bh Whe fo Punic adapt 1,400,000 
Da aie ane arr eh 2,540,000 
NE) as 5 ele a 1,200,000 
WEMMONIA 6a ds 1,400,000 
North Carolina ........... 2,520,000 
south Caroling... 0.5.62... 1,200,000 
Former Confederate States, 

seven per cent, Cotton 

Loan of 1863 (c)........ 2,418,000 

£14,418,800 

Interest in arrears: £s 


United States (Southern 


RE RS Ee 36,000,000 
Former Confederate States.. 9,566,354 


£59,985, 154 

The inability of the British creditors to 
collect is credited to the fact that under the 
Constitution of the United States no individ- 
ual alien creditor can sue the debtor States 
in Federal courts. Action can only be brought 
at the instance of the United States Govern- 
ment. The U. S. Government refrained from 
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taking action for the reason that it has been 
felt that such action would create a precedent 
making central authority responsible for the 
securities of the subsidiary governmental div- 
isions. 

With respect to the debts of the Confederate 
States, it has been argued in behalf of the Brit- 
ish creditors that the debtor States which se- 
ceded from the Union formed themselves into 
an independent power and in 1865 became a 
conquered country and that the northern States 
took them over, acquired their assets and, as a 
consequence, became liable for any debts due 
neutral countries like Great Britain. 

One flaw in that argument is that Great 
Britain during the Civil.War was not in the 
broader sense of the word a neutral: country. 
The loans made to the Confederate States were 
made, perhaps, not so much ‘as true invest- 
ments as because it was felt that it would have 
been an advantage to England to have the 


CLASSIFICATION OF INCOMES 
OFFERED AS TAX REMEDY 


(Continued from page 18) 


The trouble is that simultaneously there are 
projects for tax revision upward by members 
of the congressional “progressive group.” 
From the most intimately informed sources on 
the hill it is learned that conservative Con- 
gressmen are now convinced that their “pro- 
gressive” and “radical” colleagues are in 
earnest in their asserted desire to increase the 
taxes on the incomes of corporations and to 
lay taxes on the “surpluses” set aside by cor- 
porations. 
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Union divided. Consequently, the United 
States has*no moral obligation to liquidate 
the debts of the Confederate States. 

The defaulted debt due British Creditors 
by West Virginia has been recovered after 
many years of litigation and this settlement 
has established the hope to outside creditors 
that the defaulted obligations of other States 
may be recovered.” 


The National Tobacco men in a recent con- 
vention went on record in favor of giving the 
world a good 5 cent cigar. Ex-Vice President 
Thomas R. Marshall has been quoted as con- 
sidering this one of the world’s greatest needs. 
Before we can have a good 5 cent smoke the 
tax must be reduced, say the tobacco men, and 
they propose to battle for the rights of the 
proletariat with the view of inducing the next 
Congress to grant a decrease. 


Thus there is a force which tends toward 
certain lowered taxes and another force which, 
if it gets a chance, will tend toward certain 
heightened taxes. The former force hesitates 
to start a toboggan slide for fear that the latter 
force may turn it into a balloon ascension. 


Today the two forces stand and look at each 
other and Mr. Mellon continues to tidy up the 
Treasury; and the chances exist that the 
United States government may have acquired 
a quite considerable “surplus” of its own 
before the “conservatives” and the “anticon- 
servatives” in Congress can agree on how to 
reduce it by tax-reduction legislation. 


[Copyright, 1923, by Washington Press Service] 
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KANSAS TO VOTE ON CLASSIFI- 
CATION OF PROPERTY 


(Continued from page 23) 


that mineral products, money mortgages, 
notes, and other evidence of debt may be classi- 
fied and taxed uniformly as to class as the leg- 
islature shall provide. -All property used ex- 
clusively for State, county, municipal, literary, 
educational, scientific, religious, benevolent, 
charitable purposes, and personal property to 
the amount of at least $200 for each family 
shall be exempted from taxation. 

This provision will be submitted to the 
electors of the State at the general election in 
the fall of 1924 for their approval or rejection. 





SOUTH CAROLINA IMPOSES A 
TAX ON GROSS RECEIPTS 


A deluge of protests to the South Carolina 
Legislature is considered to have been the 
means by which the Palmetto State was saved 
from a fantastic tax measure. 

(Continued on page 29) 
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OU can find here your 


exact requirements in 
TYPEWRITERS 


EVERY MAKE—new and rebuilt, at prices that will 
please you Typewriters equipped with all imaginable 
styles of type and any width carriage. We carry a par- 
ticularly large stock of 18, 20, and 26 inch carriage 
typewriters suitable for special accounting, income 
tax work, etc. 
ADDING MACHINES 

Having absorbed the most reputable and largest Add- 
ing Machine concern in the country, we are prepared 
to furnish just what you want in listing machines of 
every description, including statement machines, with 
keyboards as wide as 20 columns, hand driven and 
electric — generally at a saving of at least 50% of the 
manufacturers’ prices. 


Dalton - Burroughs - Sundstrand - Wales. 
CALCULATING MACHINES 


There are Millionaires, Brunsvigas, Thales, Monroe 
and Comptometers at prices representing real values. 


CHECK PROTECTORS 
Atone-half and less than one-half Manufacturers Prices 


Reliable Typewriter Company 


(Absorbing Adding Machine Corporation of America) 
170 W. Washington St., Chicago 
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ACCOUNTANTS AND AUDITORS 
TAX CONSULTANTS 


Chemical Building 


Practice confined to Federal Income 
and Profits Taxes 


Cleveland Discount Building 


American Institute of Accountants 
Practice Confined to Incomeand Profits Taxes 
524 Fourth Avenue Pittsburgh, Pa. 
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SOUTH CAROLINA IMPOSES A TAX 
ON GROSS RECEIPTS 


(Continued from page 26) 


The bill as passed by the Senate taxed manu- 
facturers, merchants, retailers, professional 
men and workers one-half of one per cent on 
their gross receipts from whatever source 
realized, after an exemption of $500 had been 
allowed. Sales of farm products by the pro- 
ducer alone were exempted. Under pressure 
{rom constituents, the House refused to concur 
in the amendment and it went to conference. 
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Portland 


The conferees reported two modified bills but 
both were rejected. 


It was found necessary to pare down the 
appropriations in order to keep the State 
expenditures within anticipated revenues. 


. Additional funds will be raised as a result of 


an adopted bill taxing manufacturers and 
mine owners one-tenth of one per cent of their 
gross receipts and placing a tax of ten per cent 
on candy and admission fees for amusements; 
50 cents to $10 a thousand on cigars; $1 to 
$2.41 a thousand on cigarettes; six cents a 
pound on smoking tobacco, and $2 a thousand 
rounds on ammunition. 
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TAXABILITY OF DIVIDENDS FROM 
HOLDING COMPANIES 
IN DOUBT 


Pending an interpretation from the 
Attorney General as to the validity 
of Treasury Decision 3475, which 
concerned the taxability of dividends 
from earnings of subsidiary corpora- 
tions prior to March 1, 1913, the 
decision has been revoked. 


This decision amended Article 1543 
of Regulations 62 so as to include the 
following sentence: ‘Whenever one 
corporation has received from another 
corporation distributions out of earn- 
ings of profits accumulated by such 
other corporation prior to March 1, 
1913, and the receiving corporation, 
after having first distributed all of its 
earnings and profits accumulated since 
February 28, 1913, distributes to its 
stockholders the amount so received 
by it from such other corporation, 
such distributions are not dividends 
within the meaning of the Revenue 
Act and are exempt from tax.” The 
whole matter is now held in abeyance 
in anticipation of an opinion from the 
Attorney General. 


It is evident that should Treasury 
decision 3475, as quoted, be allowed 
to stand, many corporations will be 
eligible to claims for large tax refunds. 


PERSONNEL CHANGES IN 
NATURAL RESOURCES 
DIVISION 


The Natural Resources Division 
has had several important changes in 
personnel recently. Orr R. Ham- 
ilton, mining engineer, resigned as 
chief of the Metals Valuation Section 
to resume private consulting practice 
in Washington, D. C. John Alden 
Grimes, assistant chief of the section, 
was appointed chief of the Metals 
Valuation Section and Frank T. Don- 
ahue was appointed assistant chief. 
Mr. Grimes, before entering the Fed- 
eral service, was well-known as a 
geologist and metallurgist. During 
with the Natural Re- 
sources Division he has supervised the 
work of valuing copper mines. Mr. 
Donahue, prior to his employment by 
the Government for mine valuation 
work, had to his credit 17 years of en- 
gineering and operating experience in 
copper, iron, gold, lead and zinc 
mines. 


his. service 


Other changes in the division in- 
clude the appointment of E. B. Tan- 


-ner to succeed C. M. Stephens as 


chief of the Timber Valuations Sec- 
tion and R. E. Benedict as assistant 
chief of this section. 


UNITED KINGDOM TAX RULING 


New rulings on the procedure for 
obtaining exemption from United 
Kingdom income tax, in respect of 
interest and dividends on foreign and 
colonial bonds, or other securities pay- 
able to bearer, owned by persons not 
resident in the United Kingdom, have 
been issued by the Board of Inland 
Revenue. The new procedure is de- 
signed to meet the difficulties which 
have arisen from the inability of the 
country banks in the United States 
to comply with the former practice 
governing the use of existing forms. 
The Investment Bankers’ Association 
has prepared a bulletin for general 
distribution, setting forth the new pro- 
cedure and reproducing the necessary 
forms. 


PUBLICATION OF WEEKLY TAX 
BULLETINS IS RESUMED 


On May 7 the publication by the 
Bureau of Internal Revenue of 
weekly tax bulletins was resumed and 
the issuance of monthly bulletins, 
made since January 1, 1923, discon- 
tinued. 


The Internal Revenue Bulletin 
Service, in addition to the weekly 
bulletins of new rulings and decisions 
by the several tax departments, in- 
cludes a quarterly digest of new rul- 
ings (cumulative from January 1, 
1922), and semi-annual cumulative 
bulletins containing in full new rul- 
ings and decisions published during 
the preceding six months. The semi- 
annual bulletins are issued in July 
and January. 


Newspaper comment on taxation 
often deserves a place in the comic 
section. For example—the special 
writer on taxation for one of the 
largest metropolitan newspapers gives 
an atmosphere of credence to the 
assertion that mortgage money would 
be available to farmers at 4 per cent 
if it were not for the Federal sur- 
taxes. 
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mentals that govern the secur- 
ity market; and (2) to study 
each individual issue and rec- 
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those securities selling below 
their true values. 
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zation, having no interest 
whatsoever in any individual 
securities, gives you the impar- 
tial totally disinterested advice 
of experts. 


Result —you enjoy = unusual 
degree of security plus a satis- 
factory yield—without the risk, 
worry or loss of time involved 
in ordinary investment. 


May we send you full details 
of the Babson Method and a 
sample of recent report, gratis? 
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ganization, Wellesley Hills, 82, 
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Senator Pepper has placed 


Effects of taxation first on the list of 
Excessive subjects pressing for atten- 
Taxation tion by the next Congress. 


He apparently has in mind 
reductions or sensible revisions and readjust- 
ments of existing taxes. Other Senators, to- 
gether with many Representatives, are talking 
of the need of levying new or higher taxes. 
The slight lifting of the burden attempted by 
the last Congress only fills certain Congres- 
sional minds with fury, and they are hot to 
put back what was taken off, and then add 
to it. 


It would be well if all ‘of them could be 
got to read the article by Professor Seligman 
in the last number of The Political Science 
Quarterly on “The Effects of Taxation.” It 
is a quiet study, partly theoretic, partly his- 
toric and actual, of the results of taxation, 
which so often depart widely from the inten- 
tions of legislators. A long list could be made 
of the unintended effects of taxation. Any 
observing man may detect multitudes of them 
in the operation of our State and Federal 
taxes. Professor Seligman singles out one 
which is now prominent in the thoughts of 
business men and of Treasury officials, and 
ought to be, though we fear it is not, in the 
minds of Congressmen. It has to do with the 
question whether the sacrifice demanded of 
the taxpayer is not out of proportion to the 
gain realized in revenue. Under this head 
Professor Seligman makes the following inter- 
esting and pertinent specification: 
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Where a tax definitely impedes production the loss 
to the producer is to be measured not simply by the tax 
paid, but by the tax not paid, i. e., by the absence of profit 
on the output which is now destroyed. In the same way 
when a tax checks consumption, the loss to the consumer 
is to be measured not simply by the tax which he pays on 
the commodities consumed, but by the absence of the com- 
modities which he is now prevented from buying, and 
by tne substitutes which may be either unsatisfactory or 
entirely beyond the reach of his purse. In all such cases 
the loss to the taxpayer is greater than the gain to the 
Treasury. The evils are disproportionate to the benefits. 
In these cases the tax is to be conceived not as a burden 
on existing production or consumption, but as a bar or 
barrier to future production and consumption. A tax 
as barrier may often be worse than a tax as burden. 


The idea embodied in this is finding echo 
in current business experience. Cases crop up 
frequently where men are deterred from in- 
vesting their capital in a promising enterprise 
because they feel that if the expected profits 
are realized the Government will take so large 
a percentage of them as to make the risk not 
worth while. High taxes that discourage in- 
vestment and put a premium on evasion are 
an obvious mistake in fiscal policy. ‘Fhe con- 
viction has been deepening in the business 
world, and has been reflected in statements by 
the Secretary of the Treasury, that some of 
our higher income taxes are proving in prac- 
tice a double failure. They do not produce 
the expected revenue, and at the same time 
they check production. In such a case they 
plainly fall in the class of those taxes which 
Professor Seligman happily describes as bar- 
riers that are really worse than burdens. 


—New York Times. 
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